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Students' Department
Edited by Seymour Walton
(Assisted by H. A. Finney)

AMERICAN INSTITUTE EXAMINATION
ACCOUNTING THEORY AND PRACTICE

Part I
In regard to the following attempt to present the correct solutions to
the questions asked in the examination held by the American Institute
of Accountants in May, 1919, the reader is cautioned against accepting
the solutions as official. They have not been seen by the examiners—still
less endorsed by them.
Problem 1:
A has agreed to sell to B the goodwill of the X. Y. Co. on the basis
of three years’ profits of the business to be determined by you on sound
principles of accounting as accurately as possible from the following
statement handed you by A. You are required to compute the value of
the goodwill, but are not expected to take into account any considerations
outside those presented by the statements.
2nd year
3rd year
Credits:
1st year
Sales (selling prices substantially
$602,500
$564,000
uniform during period)
$638,400
Estimated value of construction
work performed and charged to
77,600
154,000
110,000
property
Appreciation of real estate upon
revaluation by experts
80,000
Profit on sale of Bethlehem Steel
85,000
Co. stock
Inventory at end of period:
72,000
103,100
106,600
Production material at cost
76,500
114,000
150,000
Finished goods at selling prices

Debits:
Production materials purchased
Production labor
Production expense (including
depreciation)
Selling expenses
Interest
Cost of construction work
Inventory at beginning of period:
Production material at cost
Finished goods at selling prices

Balance, being profit claimed by A
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$896,900

$977,200

$1,059,600

$233,000
50,850

$252,400
61,400

$220,300
60,900

66,750
52,500
96,000
74,600

69,300
55,650
94,000
49,000

70,300
62,800
98,500
86,000

51,400
54,900

72,000
76,500

103,100
114,000

$680,000

$730,250

$815,900

$216,900

$245,950

$243,700
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Solution, Problem 1:
Since the goodwill is to be computed on the basis of sound accounting
principles, it is necessary to eliminate from the stated profits any un
realized or extraneous profits which have been included in the profits
claimed by A.
Doubtless the most apparent error is the inclusion of an unrealized
profit on construction work during each of the three years. The amount
of profits improperly claimed is shown in the following schedule.
Schedule 1
Statement of Unrealized Profits on Construction Work
3rd year
1st year
2nd year
110,000.00
77,600.00 154,000.00
Credit: Estimated value
86,000.00
74,600.00
49,000.00
Debit: Cost

35,400.00

Unrealized profit

28,600.00

68,000.00

The profits must also be reduced by the amount of the unrealized
appreciation of real estate which has been credited to income. The
authority of experts may be sufficient evidence to assure the company
that the real estate is worth $80,000 more than it has been carried on the
books for, but it is by no means sufficient evidence to warrant a credit
to income; and even if the real estate had sold at an increase of $80,000,
this profit, realized in such a case, would not be a proper profit to include
in the computation of the goodwill. Goodwill should be based on realized
operating profit. For this reason the profit on the sale of Bethlehem
Steel Company stock, $85,000, is also excluded from the profits upon which
the goodwill is based. This $85,000 was realized, but it was by transac
tions extraneous to regular operations.
The following schedule shows the total unrealized and extraneous
profits which are excluded from the goodwill computation.
Schedule 2
Unrealized and Extraneous Profits, Excluded
from Goodwill Computation
1st year
2nd year
3rd year
Unrealized profit on construction
35,400.00
28,600.00
68,000.00
(schedule 1)
Unrealized profit on real estate
80,000.00
revaluation
Extraneous profits on sale of Beth
85,000.00
lehem Steel Co. stock

Summary

of

35,400.00

Total

108,600.00

153,000.00

After deducting these excluded profits from the total profits claimed
by A, the apparent profits from operations would be the amount shown
in the following schedule.
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Schedule 3
Statement Eliminating Unrealized and Extraneous Profits
1st year
2nd year
3rd year
Profit claimed by A—per problem
216,900.00 246,950.00 243,700.00
Unrealized and extraneous profits—
per schedule 2.
35,400.00 108,600.00 153,000.00

Apparent operating profits

181,500.00

138,350.00

90,700.00

These apparent operating profits, as claimed by A, are erroneous
because of the valuation of the finished goods inventories at selling prices.
It is imperative, therefore, to reduce these inventories to their cost value.
In order to make this reduction, it will be necessary to ascertain the cost
of production during each of the three years.
Schedule 4
Statement of Production Cost
Production material:
3rd year
1st year
2nd year
Inventory—beginning
72,000.00 103,100.00
51,400.00
Purchases
233,000.00 252,400.00 220,300.00

Total
Less inventory—end

284,400.00
72,000.00

324,400.00
103,100.00

323,400.00
106,600.00

Cost of material used
Production labor
Production expense

212,400.00
50,850.00
66,750.00

221,300.00
61,400.00
69,300.00

216,800.00
60,900.00
70,300.00

330,000.00

352,000.00

348,000.00

Having computed the cost of the goods manufactured during the
period, the next step is to compute the selling price of the goods manu
factured during the period. Working on the theory that the first goods
received in stock are the first goods sold, it may be assumed that the
inventory of finished goods at the beginning of each year is sold during
the year. The remainder of the sales would, therefore, necessarily be
made from goods manufactured during the year. Also the inventory at
the end of the year would necessarily consist of goods made during the
year. The selling price of the goods manufactured during the period is,
therefore, computed as shown in the following schedule.
Schedule 5
Statement Showing Selling Price of Goods Manufactured Each Year
1st year
2nd year
3rd year
638,400.00 602,500.00 564,000.00
Sales
Deduct inventory of finished goods
at beginning of year: goods sold
during the year but manufactured
during preceding year (selling
54,900.00
76,500.00 114,000.00
price)
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Selling price of goods manufac
tured and sold during the year
Add inventory of finished goods at
end of year: goods manufactured
during the year but not sold
(selling price)

Selling price of goods manufactured
during the year including goods
sold and unsold

583,500.00

526,000.00

450,000.00

76,500.00

114,000.00

150,000.00

660,000.00

640,000.00

600,000.00

The next step is to compute the ratio of cost of goods manufactured
during the year to the selling price thereof, in order to reduce the inven
tory of finished goods from selling price to cost.
Schedule 6

Computation of Ratio

1st year
2nd year
3rd year

of

Production Cost to Selling Price Each Year
Selling price
(Schedule 5)
÷
660,000.00
÷
640,000.00
÷
600,000.00

Cost price
(Schedule 4)
330,000.00
352,000.00
348,000.00

Ratio of cost to
selling price
=
50%
=
55%
=
58%

The cost value of the inventories of finished goods may now be com
puted by multiplying the selling price of the inventories by the rate per
cent. representing the ratio of manufacturing cost to selling price appli
cable to each year.
Schedule 7

Computation

of

Cost

of

Finished Goods Inventories

% of cost
Selling price to selling price

First year—
beginning inventory
First year—
ending inventory
Second year—•
ending inventory
Third year—
ending inventory

Cost

54,900.00

X

50%

=

27,450.00

76,500.00

X

50%

=

38,250.00

114,000.00

X

55%

=

62,700.00

150,000.00

X

58%

=

87,000.00

While the apparent operating profits are shown in schedule 3, these
profits are erroneously computed by reason of the overvaluation of the
finished goods inventories. Overvaluing the opening inventory understates
the profit, while overvaluing the closing inventory overstates the profit.
The adjustment from apparent operating profits to true operating profits
may be shown as follows:
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Schedule 8
Statement Showing Adjustment of Operating Profits
by Reduction of Finished Goods Inventory Valuations
from Selling Price to Cost
Apparent operating profit—schedule 3
Adjustment of inventory—beginning
of year:
Selling price
54,900.00
Cost—50%
27,450.00

Difference—add to first year’s
profit

1st year
181,500.00

2nd year
138,350.00

3rd year
90,700.00

27,450.00

208,950.00
Adjustment of inventory — end of
first year:
Selling price
76,500.00
Cost—50%
38,250.00

Difference:
Deduct from first year’s profit
Add to second year’s profit

38,250.00

38,250.00

176,600.00
Adjustment of inventory—end of
second year:
Selling price
114,000.00
Cost—55%
62,700.00

Difference:
Deduct from second year’s profit
Add to third year’s profit

51,300.00
51,300.00

142,000.00
Adjustment of inventory — end of
third year:
Selling price
150,000.00
Cost—58%
87,000.00

Difference:
Deduct from third year’s profit

63,000.00

170,700.00

True operating profit

125,300.00

79,000.00

This statement of adjusted operating profits should be verified by the
preparation of revenue statements for the three years.
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Schedule 9

The X. Y. Company
Profit and Loss Statements
Covering Three Years
Sales
Deduct:
Cost of sales:
Finished
goods
beginning 27,450
Production
cost
(sched. 4) 330,000
Total
Finished
goods—
end

1st year
638,400

357,450
38,250

319,200

3rd year
564,000

2nd year
602,500

38,250

62,700

352,000

348,000

390,250

410,700

62,700

327,550

87,000

323,700

Gross profit on sales
Deduct:
Selling expenses

319,200

274,950

240,300

52,500

55,650

62,800

Net profit on sales
Deduct:
Interest

266,700

219,300

177,500

94,000

98,500

Net profit for the year

170,700

125,300

79,000

96,000

The goodwill, computed on. the basis of three years’ profits, would be
determined as follows:
Schedule 10
Computation of Goodwill
First year’s profit—schedule 9
170,700
125,300
Second year’s profit—schedule 9
Third year’s profit—schedule 9
79,000

375,000

Total—goodwill

This computation of the goodwill is subject to certain qualifications.
The problem says that the production expense includes depreciation.
It may be that the depreciation has been overstated and hence the operat
ing profits understated. This may easily have occurred if the company
has used even a fair rate of depreciation, because it is carrying its con
struction and real estate at a figure which includes the profits. If the
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company has applied a fair depreciation rate to this overvaluation, it has
charged operations with an excessive depreciation and hence understated
the profits.
It might be preferable to base the goodwill on the profits before taking
interest into consideration. The question, however, does not limit the
profits to the net results before excluding the interest. It might be better
to adopt some other number of years’ purchase and base the calculation
on the net profit on sales on the theory that the purchaser might have
ample capital to carry on the business and thus avoid the interest charges.

Problem 2:
Does the basis of three years’ profits for arriving at the goodwill out
lined in the previous question appear to you to be reasonable upon the
facts disclosed to you? If not, what advice would you offer upon the
question if A or B were your client?

Solution, Problem 2:
The basis of three years’ profits for arriving at the goodwill does not
seem a reasonable basis. The prospective seller of the business, how
ever, does not seem to be in need of advice, as the sale of the goodwill
for $375,000 in the circumstances which become apparent on making an
analysis appears to be at a value far in excess of the real worth.
If A were my client I should investigate the interest charges. If I
found that this interest was an allowance on capital I should call his
attention to the fact that such interest is in reality profit and that he
was understating his profit by the amount of the interest thus deducted.
Attention has also been called to the fact that the profits may be
understated by reason of excessive depreciation charges, but it seems that
from A’s point of view the less attention is called to the overvaluation of
the real estate and construction the better.
If B seriously considers purchasing a goodwill based on three years*
profits, even after eliminating the unrealized profit on construction and
real estate and the extraneous profit on the sale of stock and after reduc
ing the inventories to cost, he is in serious need of advice.
It is a fundamental rule that goodwill cannot be fairly predicated
upon declining profits. Where profits are reasonably uniform or are
increasing and where they are sufficiently in excess of the normal return
on the investment, three years’ profit is not an exorbitant price. But the
profits of this business have decreased from $170,700 to $125,300 and
finally to $79,000, and goodwill cannot wisely be based upon profits which
are declining with such regularity and rapidity. Even if it could be con
clusively shown that the profits will remain at $79,000, the payment of
$375,000 for the goodwill would be virtually a purchase of five years’ profits.
The prospective purchaser should also give consideration to the fact
that the sales are decreasing annually, the sales of the second year being
only 94.4% of those of the first year, and the sales of the third being
only 88.3% of those of the first year as shown in the following schedule.
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Schedule 1
Schedule Showing Decrease in Sales

Year
1st
2nd
3rd

Per cent.
100.00
94.4
88.3

Sales
638,400.00
602,500.00
564,000.00

At the same time, the inventory has been increasing by leaps and
bounds. The following schedule shows the inventories at the various
dates, the rates per cent. being based upon the inventory at the beginning
of the first year. It is significant, in the decline of sales, to note that
the final inventory of production material is 207.4% of the initial raw
material inventory, while the final inventory of finished goods is 316.9%
of the initial finished goods inventory. A should certainly be asked to
explain this increase.
Schedule 2
Schedule Showing Increase in Inventories
Raw material
Date
Beginning first year
51,400.00
End first year
72,000.00
103,100.00
End second year
106,600.00
End third year

Per cent.
100.0
140.1
200.6
207.4

Finished goods Per cent.
100.00
27,450.00
38,250.00
139.3
62,700.00
228.4
87,000.00
316.9

Attention has already been called, in the solution to the first problem,
to the fact that the cost of production has increased from 50% of the
selling price the first year to 55% thereof the second year and 58%
thereof the third year. Declining sales with rising costs of production
do not offer an inviting prospect for a purchaser.
The rise in selling expenses should also give a prospective purchaser
pause. The following schedule shows the increase in selling expenses
during the second and third years. The selling expenses the second year
were 106% and the selling expenses the third year were 119.6% of the
selling expenses of the first year. Expressed in another way, the selling
expenses were 8.2% of the sales of the first year, 9.2% of the sales of
the second year and 11.1% of the sales of the third year.
Schedule Showing Increase

Year
1
2
3

Selling
expense
52,500
55,650
62,800

in

Schedule 3
Selling Expense

Increase
over first
year

Per cent.
first
year’s
expense

3,150.00
10,300.00

106.0
119.6
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Per cent. of
selling ex
pense to sales
of the year
8.2
9.2
11.1
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Very large amounts of interest are listed among the debits, and it is
impossible that more than a small proportion of them could have been
actually paid out for loans with which to carry the current disbursements.
Even if it required six months to collect anything from customers and
all the money for materials, labor, expense and construction had to be
borrowed for that time, the interest paid would indicate a rate of about
40 per cent. per annum. It must be, therefore, that there is either a very
large bonded indebtedness made necessary by the large amount of capital
required to be invested in fixed assets or that interest has been charged
on invested capital represented by stock and that it has been actually paid
to the stockholders as interest and not as dividends. It must have been
paid out because, if it had been merely charged as an expense, it would
have been credited to interest as a capital profit.
In case the interest is paid on a necessarily large bonded debt or capital
stock, it is a factor in determining the goodwill, because the measure of the
goodwill is the amount of profits in excess of a fair return on the money
required to carry on the business. That the money tied up in permanent
assets is required seems to be indicated by the relatively large amount spent
for construction work each year. The problem gives no clue as to the
interest. If the amounts charged represent 6 per cent. on invested or bor
rowed capital, the total of the capital thus represented must have been
$1,600,000 for the first year, $1,566,667 for the second year and $1,641,667
for the third year. Based on these figures for invested or borrowed capital
the rate of profit, including interest, earned would be as follows:
Schedule 4
Statement Showing Rate of Profit Earned on Invested
or Borrowed Capital

Capital—if interest is 6% of capital
Profit
Interest
Profit as in solution of problem 1
Total profit

Per cent. of total profit to capital

1st year
1,600,000

2nd year
1,566,667

3rd year
1,641,667

96,000
170,700

94,000
125,300

98,500
79,000

266,700

219,300

177,500

16 2/3

13.9

10.8

It is very doubtful whether a business making 16 2/3% on its capital,
which is the best that the X. Y. Company has done, has any goodwill,
and it is quite certain that it has no goodwill at all in view of the rapid
drop to 10.8%.
I should call B’s attention to the large amounts expended for what is
called “construction work.” In view of the steadily declining business
and the steadily increasing expense, it would seem very unwise to put
money into extensions of the fixed assets. The items should be thoroughly
investigated, as it is extremely probable that they represent replacements
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of worn out equipment and not new assets at all. In that case they should
be added to the expenses, with the result of making a bad matter that
much worse.
If B asked my advice I should tell him to invest his money somewhere
else unless he was sure that he would be able to improve conditions
materially, but that in any event he should not pay for any goodwill.
Problem 3:
From the following balance-sheet and data
(a) Prepare corrected balance-sheet in appropriate form for the infor
mation of stockholders and auditor’s certificate thereto.
(b) Show statement of adjustments to profit and surplus.

Passaic Falls Woolen Manufacturing Co.
Balance-sheet—June 30, 1918

Assets
Land
Buildings (brick)
Machinery
Steam power plant
Treasury stock, common, 250 shares costing
Accounts receivable
Inventories June 30, 1918
Cash

10,000.00
100,000.00
150,000.00
25,000.00
20,000.00
50,000.00
75,000.00
20,000.00

450,000.00
Liabilities
Capital stock—common, par $100.00
Capital stock—preferred, 7% cumulative, par $100.00
Accounts payable
Undistributed earnings, June 30, 1917
Profits year ending June 30, 1918

125,000.00
100,000.00
130,000.00
60,000.00
35,000.00

450,000.00
Adjust the figures in regard to the following:
(1) Land is appraised at $15,000.00 and is to be adjusted to that
value.
(2) Give effect in the statements to depreciation of the wasting
fixed assets for the year ended June 30, 1918, at rates
considered fair.
(3) Dividends on the preferred stock have not been paid for
years ended June 30, 1917, and June 30, 1918.
(4) Inventories are valued at $5,000.00 below cost.
Solution, Problem 3:
Taking up the adjustments in the order in which the items appear in
the balance-sheet:
Land. The fact that the land has been appraised at more than its
book value does not constitute a profit. The opinion of a real estate
expert is not an available asset unless it is acted upon and the profit is
actually realized by the sale of the land. It is absolutely contrary to sound
accounting principles to put the increase in value on the books at all.
However, the problem requires that it be done, and the only question is
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as to what account shall receive credit. If it is credited to “reserve for
land” nothing will be gained, since the net value will remain the same
as before. We are therefore obliged to credit it to undistributed earn
ings or surplus. The proper treatment would be to make no entry at all,
but to show the asset on the balance-sheet as “land (appraised at
$15,000.00)............. $10,000.00.”
Depreciation. It is difficult to fix rates of depreciation when nothing
is known as to conditions. As a guess the rates are assumed to be 2½
per cent. on the brick buildings, 7½ per cent. on the machinery and
10 per cent. on the steam power plant.
Treasury stock. It is usually considered better to carry treasury stock
at par. When such stock is bought at a discount, the discount is not a
profit unless it is absolutely certain that the stock is worth par, a sup
position that is negatived by the fact that it brought less in an actual
transaction. The discount should be credited to “unrealized profit on
stock.” If the stock is sold, any excess above $20,000.00 received will
be a credit to surplus as a realized profit.
Inventories. There is no reason given for valuing the inventories
below cost. It is assumed that the market value is not lower than the
cost. It is not a case in which the goods on hand are perishable and it
is thought wise to provide against deterioration. This should be done
by setting up a reserve against inventories and not by reducing the value
of the inventories themselves. Putting the inventories on the balancesheet at cost would add $5,000.00 to the profits of the current year, unless
there had been a similar undervaluation at the beginning of the year, in
which case the adjustment would be made by charging current profits
with the undervaluation, crediting surplus and then crediting the current
profit and loss, charging inventories.
Preferred stock dividends. Cumulative preferred dividends are not a
liability to be placed on the books until they are declared. However, since
they are a lien on the profits to be satisfied before the common stock
holders can receive any dividend, it is imperative that their existence
should appear in any balance-sheet submitted to stockholders, but no notice
need be made of them in statements to creditors. This information is
conveyed to the stockholders by dividing the surplus on the balance-sheet.
The adjustments to profit and loss and surplus would be made by the
following journal entries:

Profit and loss
Reserve depreciation buildings
Reserve depreciation machinery
Reserve depreciation steam plant

16,250.00
2,500.00
11,250.00
2,500.00

Inventories
Profit and loss
To correct undervaluation.

5,000.00

Land
Surplus

5,000.00

5,000.00

5,000.00
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To give effect to appraisal. This
entry is made on positive instructions
from the board of directors.
This involves a reduction of the profits for the year of $11,250, and
an addition to surplus of $5,000.
The adjusted balance-sheet after transferring the year’s profit to sur
plus would be as follows:

Passaic Falls Woolen Manufacturing Co.
Balance-sheet—June 30, 1918
Assets:
Fixed assets:
Land
Buildings (brick)
Less reserve for depreciation

100,000.00
2,500.00

97,500.00

Machinery
Less reserve for depreciation

150,000.00
11,250.00

138,750.00

Steam power plant
Less reserve for depreciation

25,000.00
2,500.00

22,500.00

273,750.00

80,000.00
50,000.00
20,000.00

150,000.00

15,000.00

Current assets:
Inventories
Accounts receivable
Cash

423,750.00
Liabilities:
Capital and surplus:
Capital stock, preferred
Capital stock, common
Less treasury stock, 250 shares
at $100.00

Surplus, subject to past due unpaid
preferred dividends, not yet
declared
Surplus available for other divi
dends

100,000.00

125,000.00.
25,000.00

100,000.00

14,000.00
74,750.00

Reserve for unrealized profits in treasury stock
Current liabilities, accounts payable

88,750.00

288,750.00
5,000.00
130,000.00

423,750.00
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As nothing is said as to there having been any audit of the accounts,
the only certificate to be given would be somewhat as follows:
“I hereby certify that I have examined the balance-sheet of the Passaic
Falls Woolen Manufacturing Company, dated June 30, 1918, together with
certain data pertinent thereto, and that I have prepared the above balancesheet, which in my opinion is a correct statement of the condition at that
date, but I assume no responsibility for the valuation of the assets.
C. P. A.”
Problem 4:
It frequently happens that a corporation contracts to purchase property
at an agreed price, which on the face of the contract is declared to be
its value, and that by another clause in the contract, or by another con
tract, the vendors agree to provide, in addition to the property, a certain
sum for working capital or even for free surplus.
It is sometimes maintained that this free sum so provided is a profit
or surplus of the new corporation available for payment of dividends if
the directors so determine.
Write a brief expression of your opinion as to the proper treatment of
the sum turned back.
Solution, Problem 4:
It is unusual for a vendor to provide any sum “for free surplus” if
by that expression is meant surplus available for dividends. In fact,
if the contract so specified it would to that extent be void. Surplus avail
able for dividends must be the result of accumulated earnings or of
value acquired by gift or otherwise which causes a condition in which
the valid assets are greater than the total capital and all liabilities. This
case does not belong to either category.
The gift by the vendor is not a profit but is a reduction of the original
cost of the property. Whether expressed in one contract or two, the
agreement to “purchase property at an agreed price” is dependent upon
the other agreement that the vendor shall “provide a certain sum.” Usually
the price paid for the property is the total capitalization of the corpora
tion, and the gift of the vendor consists of a certain proportion of the
stock which is put in the treasury and sold for the purpose of providing
working capital. Since the transfer of the property has paid for the
entire capital stock issued to the vendor, the stock returned by him is
true treasury stock and can be sold at a discount without making the
purchaser liable.
In recording the donation of the stock, the proper debit is to treasury
stock. The logical credit would be to property, but the insuperable objec
tion to this treatment is that it gives the lie to the original value as
declared by the contract. If property was worth $2,000,000 and is at
once reduced to. $1,000,000 by the credit of donated stock, it is a confession
that the smaller sum was its real value; therefore that the original capital
was not fully paid for; and that the donated stock is not true treasury
stock, since it has not been issued fully paid and been re-acquired by the
company.
The proper treatment is to credit the amount to donated working
capital, as expressive of the purpose for which it was given. Having been
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once fully paid for, the treasury stock can now be sold at a discount and
the cash proceeds can be used for the development of the property. Dur
ing the process of development no clearing entries are made, but accounts
are kept with discount on stock and with the various classes of assets
and of expenses until development is finished or the treasury stock is all
sold. Then the tangible asset accounts such as buildings, machinery, etc.,
are retained, but the discount and expense accounts are charged to the
donated working capital account. The balance of the latter account, being
represented by actual assets, is now a legitimate reduction of the property
account. It is to be noted that the investment is not disturbed in value,
since the reduction of property account is offset by the accounts of build
ings, machinery, etc. Therefore no discredit has been cast on the original
price for the property.

Problem 5:
In examining the affairs of a manufacturing concern you find, among
the assets, finished goods inventory of $175,798.00 and ascertain that
included in the above total is the sum of $50,000.00, covering goods
deposited as collateral to secure notes which are included in the notes
payable account. How would you treat this in a statement prepared for
credit purposes? Explain why.
Solution, Problem 5:
The problem does not state whether the goods hypothecated are col
lateral for notes of more or less than $50,000.00. If the notes are for
more than that amount the statement and balance-sheet should show as
follows:

Inventory finished goods:
Held as collateral by creditors
On hand

50,000.00
125,798.00

175,798.00

If the note is less than $50,000.00 the first item
should read:
Held as collateral by creditors for $45,000.00 (?) 50,000.00

The season is that if the concern should go into bankruptcy, $50,000.00
of its assets would not be available for the payment of general creditors.
If this were true of any large proportion of the assets it would make a
decided difference in the amount of dividend that unsecured creditors
could expect. Whatever tends to reduce the percentage available for the
payment of creditors is important in a statement prepared for credit pur
poses and must be included, or the statement is not a true one.
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